The Swiss budgeting system is characterised by three special features: the political environment; the debt containment rule; and the nature of the federal budget as a transfer budget. Prominent features of the political environment are direct democracy, consensus and federalism. The debt containment rule requires a balanced cyclically adjusted general government budget (zero deficit). The nature of the federal budget as a transfer budget implies among other things that around a quarter of total federal expenditure is spent by the federal government, the rest being transferred -mainly to sub-national government and social security funds. Various elements of the Swiss budgeting system are described: the development of the central government sector and the fiscal balance; the development of taxation and financial liabilities; the budget formulation timetable in the federal government and in
relations between levels of government, including the tax equalisation system.
Introduction

The central government sector
Switzerland came into existence as a national State in the first half of the When these expenditures -which in most other OECD countries are covered by public social insurance -are added to the ratio of general government outlays as a percentage of GDP, the ratio is some three percentage points higher.
The evolution of this ratio -expenditure of general government as a percentage of GDP -since 1990 has been atypical. Whereas many OECD countries reduced their expenditure ratios in this period, Switzerland experienced an increase of 7 percentage points in the period 1990-2002, which is the highest increase in the OECD area. On average, this ratio remained stable in the OECD area in this period.
The fiscal balance
As far as the fiscal balance is concerned, Switzerland compares favourably with other OECD countries since 1990, in particular with European countries (Figure 2 ). Until 1999, the actual deficit of general government was consistently lower than that of countries in the euro area. In 2000 and 2001, there was a surplus in Switzerland, whereas the euro area showed a smaller average surplus in 2000 and, on average, a deficit in 2001. Although Switzerland has moved into deficits since then, its deficits have been lower than on average in the euro area. 1 Up to 1998, the general government deficits were for a large part due to deficits at the cantonal level. 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2 2 0 0 3 2 0 0 4 % of GDP Euro zone average general government total outlays OECD average general government total outlays Swiss general government expenditure Swiss central government expenditure point. Moreover, this differential has gradually widened, reaching one percentage point on average in the 1990s. It has been noted, however, that the traditional measure of GDP does not take into account the considerable improvement in the terms of trade that has taken place in this period in favour of the Swiss economy (37% over the period . Due to the high quality of Swiss products and the strong appreciation of the Swiss franc, Switzerland is able to import ever more foreign goods and services in exchange for its exports. This effect is not fully reflected in the traditional (national accounts) concept of GDP. However, even if the improvement in the terms of trade is taken into account, the performance of the Swiss economy remains relatively weak in comparison to other OECD countries, especially in the 1990s (OECD, 2004) . 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2 2 0 0 3 2 0 0 4 % of GDP
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Level of taxation
Tax revenue as a percentage of GDP in Switzerland was 29.6 in 2003, which is among the lowest in OECD countries (only above Austria, Ireland, Japan, Korea, Mexico and the United States). However, this was previously not the case and appeared only after a statistical revision in the calculation of total tax revenue in 2002 whereby a number of receipts were reclassified as not being tax revenue in order to meet a definition closer in line with international practice. Consequently, the size of non-tax revenues in Switzerland is among the highest in the OECD area 2 and many of those are fees which cannot be classified as tax revenue because they are paid in exchange for a concrete performance but in reality cannot be easily avoided -for instance various kinds of environmental fees. Furthermore, as noted before, premiums to private companies which manage the compulsory health insurance scheme are not reflected in the fiscal rate. If these obligatory insurance premiums are included, total tax revenue as a percentage of GDP amounts to 35.6% in 2003, which is close to the OECD average ( Figure 3 ).
In line with the strong growth of expenditures as a percentage of GDP since the early 1990s, tax revenues have also grown substantially. Switzerland increased its tax level as a percentage of GDP in the period 1990-2002 by 5 percentage points. This is one of the highest increases in the OECD area (lower only than Greece, Iceland, Korea, Portugal and Turkey, where tax levels were previously low). The average increase was 2 percentage points of GDP in the OECD area over the whole period.
Financial liabilities
Although expenditures and revenues have moved more or less in line and deficits have generally been under control, general government gross financial liabilities have increased considerably in relation to GDP in the period since 1990 (Figure 4 ). This has partially been due to the improvement of accounting procedures aimed at a clearer separation of public enterprises, pension funds and general government, and partially due to the slow growth of the Swiss economy over these years. Whereas gross financial liabilities of Switzerland were among the lowest in the OECD area in the early 1990s (but partially as a 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 Switzerland 3.8% -0.8% 0.0% -0.2% 1.1% 0.4% 0.5% 1.9% 2.8% 1.3% 3.6% 1.0% 0.3% -0.4% Euro area 3.7% 2.7% 1.5% -0.8% 2.4% 2.3% 1.5% 2.4% 2.9% 2.8% 3.5% 1.6% 0.9% 0.6% OECD total 3.1% 1.4% 2.1% 1.3% 3.1% 2.4% 3.1% 3.4% 2.5% 3.1% 3.7% 1.1% 1.4% 2.2% consequence of inappropriate accounting procedures), Switzerland is now close to the median position (but still considerably below the OECD average, which is strongly affected by the very high debt rates of a few large countries).
Budget formulation
Key characteristics of the Swiss budgeting system
The Swiss budgeting system is characterised by three special features that differentiate it from most other OECD countries:
• the political environment, characterised by direct democracy (referendums), federalism and a tradition/system of achieving consensus; 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2 2 0 0 3 2 0 0 4 % of GDP Euro zone average general government tax revenues OECD average general government tax revenues Swiss general government tax revenues Swiss central government tax revenues
• the debt containment rule, which is a constitutional provision mandating a balanced budget over a business cycle (structural balance);
• the nature of the Swiss federal budget as a transfer budget.
Each of these features is briefly discussed below.
Political environment
The Swiss political system has several distinct features. These include direct democracy, federalism, and a tradition/system of achieving consensus (concordance). Direct democracy means that Swiss citizens can decide by popular vote on matters of public policy and institutional arrangement. Federalism means that the Swiss constitution guarantees a high degree of autonomy to the cantons (and the municipalities). Consensus (concordance) means the participation of all important political groupings in the public 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2 2 0 0 3 2 0 0 4 % of GDP decision making process and the resolution of conflict through negotiation and compromise.
Direct democracy is the most conspicuous aspect of the Swiss political process. This takes several forms. For example, all proposed changes to the constitution are subject to mandatory referendum. Citizens may also seek a referendum on an amendment that they want to make to the constitution. For such an initiative to be organised, the signatures of 100 000 voters must be collected within 18 months. Citizens can also seek a referendum to in effect veto parliamentary decisions, i.e. enacted laws. In this case, a popular ballot is held if 50 000 citizens so request. The signatures must be collected within 100 days of publication of the relevant parliamentary decision. For referendums on constitutional change, a double majority is needed for adoption: first, a popular majority by which is meant a majority of the valid votes cast throughout the country; second, a majority of the cantons, i.e. a majority of cantons in which the voters adopted the proposal. 3 Referendums on parliamentary decisions require only a popular majority. The Swiss take great pride in these rights and, according to surveys, popular rights are the most valued political institutions. At the same time they place high demands on the citizens. On average about 40% of the voters actually go to the ballot box and only 25% of eligible citizens vote on a regular basis. The apparent paradox between the high value placed on popular rights and the low turnout at actual votes may be explained by the fact that participation is now seen more as an individual right that places constraints on the behaviour of other parts of the political system, such as Parliaments, than as a civic duty. With respect to the budget process, it is important to note that the federal constitution defines the maximum rates of the two most important taxes which implies that these rates can only be increased by referendum. 4 This requirement serves as a formidable obstacle to budgetary expansion.
The Swiss State came into existence in 1848 by a voluntary act of association of independent cantons. From the beginning, the cantons have seen to it that their autonomy was guaranteed in the constitution. Many areas of public policy that in other countries belong to the domain of central government are attributed to the cantons in Switzerland. Each canton has its own educational system, its own system of social services (apart from some federal social security laws) and its own system of judicial courts. Although the development of the welfare State in the period after the Second World War has shifted the balance somewhat to the federal level, in particular as far as public expenditures are concerned, Switzerland still is the most decentralised country in the OECD area. Since the competences of the cantons are guaranteed in the constitution and since constitutional change not only requires a majority of the popular vote but also a majority of the cantonal votes, the autonomy of the cantons cannot easily be infringed upon.
The tradition/system of consensus (concordance) can be seen as an extension of the principle of minority protection that characterises the Swiss constitution. There are a number of important social and socio-economic differences in Switzerland. This is best exemplified by the fact that Switzerland has four official languages -German, French, Italian and Romansh. The German-speaking part of Switzerland is the largest comprising three-quarters of the population, followed by the French-speaking part with less than 20%. Consensus (concordance) is based on proportional representation of all groups, without exclusion of minorities. This applies not only to Parliament but also to the Federal Council (the federal cabinet), in which all the major parties participate. The federal administration consists of only seven departments (ministries) and a number of agencies with some degree of autonomy. Accordingly, the Federal Council consists of only seven ministers. 5 Switzerland is not the only OECD country with a strong tradition of consensus, but the Swiss system is more entrenched in the constitutional structure. Indeed, direct democracy and federalism strongly support this system because lack of consensus may easily trigger popular votes or cantonal vetoes. The budget process is strongly affected by the system of consensus. In general, it fosters continuity and gradual adjustment and hampers fundamental reform or farreaching reallocation or retrenchment.
The debt containment rule
The debt containment rule is a fiscal rule. It has a double objective:
• to ensure a balanced budget in structural terms;
• to permit the automatic stabilisers to function.
Regarding the first objective, it implies that the debt in absolute terms remains unchanged over a business cycle. To let automatic stabilisers function implies deficits in periods of recessions and surpluses in economic upturns. The debt containment rule applies to the federal budget only.
The debt containment rule is inscribed in the Swiss constitution. It was adopted by Parliament in June 2001 and ratified by referendum in December 2001. It went into effect with the budget for 2003. This rule operationalises a long-standing provision of the Swiss constitution which prescribes that the Confederation has to balance its expenditures and revenues in the long term and in particular to pay off debt which was not covered by assets. In doing so, the overall situation of the economy had to be taken into account. This provision had not prevented the accumulation of considerable debts in the past decades, as indicated above. The debt containment rule was preceded by a transitory rule which stipulated a maximum deficit for the year 2001. There was a need for a new fiscal rule that would be less susceptible to asymmetric policies in bad and good times (more expenditures in bad times to stabilise the economy; more expenditures in good times as well because the resources are available). The Swiss answer to this challenge is the debt containment rule.
The debt containment rule puts a ceiling on the maximum admissible expenditures. According to the rule, the expenditures are a function of expected revenues and the economic situation. It prescribes that total federal expenditures must equal expected revenues multiplied by expected trend GDP divided by expected actual GDP, plus an adjustment factor that takes account of past deviations of budget outturns from the norm laid down by the rule. The rule implies that if trend GDP exceeds actual GDP, expenditures can be somewhat higher than expected revenues, whereas the reverse applies when expected trend GDP remains behind expected actual GDP. 6 There is an underlying hypothesis of a unitary GDP elasticity of revenues.
The maximum expenditures are calculated twice: first, when the budget is established; second, when the final accounts for the fiscal year are presented. In case of overspending, the amounts have to be carried forward on a separate account and eventually be compensated for with cuts in spending in the future. Differences between the budget and the final accounts can happen in the case of forecasting errors in revenue estimates or in the trend GDP. If the total deviations exceed 6% of total expenditures, the necessary adjustments have to take place. The adjustments have to be realised within three years.
The debt containment rule aims at budget balance over the economic cycle and will thus stabilise the nominal public debt. The Swiss authorities consider this aim as both ambitious and realistic. It is deemed ambitious in view of the fact that public debt has continuously increased in the last decades at a rapid rate, both in nominal terms and as a share of GDP. It is also ambitious in view of the fact that some economists consider an increasing nominal public debt that remains constant as a share of GDP as sustainable.
The rule is deemed realistic because it does not prescribe the reduction of the public debt in absolute terms.
The debt containment rule aims not only to correct the asymmetry of expenditure policy in good times and bad times, but also to correct the institutional asymmetry of decision making for expenditures and taxation as embedded in the Swiss constitution. The latter asymmetry is due to the fact that the expenditure increases are decided by Parliament whereas tax increases, in so far as they require adjustment of the maximum rates, have to be decided by constitutional amendment and are thus subject to a compulsory referendum. The rule assures that new expenditures can only be proposed if they are financed by previously adopted tax proposals and that tax reductions can only be proposed if expenditure reductions are proposed simultaneously.
The debt containment rule aims at macroeconomic stabilisation by allowing deficits during macroeconomic downturns and requiring surpluses during upswings. As with all structural deficit rules, this requires the calculation of a cyclical factor, in the Swiss case specified as expected trend GDP divided by expected actual GDP. It is well known that the calculation of trend GDP is a fairly complex exercise in which arbitrary elements cannot entirely be avoided. In general, there are two approaches: statistical methods based on past realisations including, sometimes, forecasts for the medium term ; and output gap meth ods base d on fo re casts derived from macroeconomic production functions. The EU and the OECD use output gap methods. Switzerland uses a statistical method which entails the construction of a smooth trend line on the basis of past realisations through a Hodrick-Prescott filter. 7 The method was revised during the budget preparation of 2004 mainly because the calculation method of the cyclical factor was re-examined in view of its weak reaction upon the considerable downwards adjustment of the GDP forecasts in 2003. 8 The OECD has noted in previous reports that the effectiveness of the debt containment rule is limited by the relatively small size of the federal budget compared to general government expenditure, in combination with the lack of coordination of fiscal policy with the cantons (OECD, 2002 and 2004) .
Perhaps the largest challenge to the rule, however, noted both in previous OECD reports and by the Swiss authorities themselves, is the lack of correspondence between the macroeconomic cycle and the financial assets cycle (OECD, 2004) . Indeed, according to official estimates, the considerable deterioration of the budget balance that occurred between 2000 and 2003 (4.5% of GDP) was for the largest part (2.5 percentage points) not due to the slow economic recovery, but rather to revenue shortfalls originating in the bursting of the bubble in the financial markets (inducing a sharp decline in proceeds from the withholding tax and stamp duty). Figure 5 shows the prediction errors in nominal GDP and total revenues since 1985. In view of the structure of the debt containment rule, revenue volatility induced by the financial markets leads to volatility of the structural deficit, which in principle has to be compensated by fiscal policy. This might put considerable pressure on the budget process, as has indeed been the case during the last three years. 9 This problem is avoided at the moment by using trend forecasts for the withholding tax. Short-term fluctuations that are not linked to the economic cycle are thus not represented in the forecast of these revenue components.
Another generally acknowledged problem of the debt containment rule is that it was im ple me nted at a mom en t (bud g et ye ar 2 003 ) w hen, retrospectively, the structural deficit appeared to deviate from zero. Since the rule requires compensation of structural deficits, a considerable consolidation effort was necessary from 2004 onward, when revenue estimates for previous years had to be adjusted downwards. 
The character of the federal budget as a transfer budget
Hardly one-third of the total expenditures of the Federation is used for the tasks of the Federation. More than two-thirds consist of transfers to sub-national government (cantons and municipalities), the social security funds (old age and war victim pensions, disability insurance) and other semi-autonomous public institutions. This characterises the Swiss federal budget as a transfer budget. Transfers are generally based on entitlement law and contracts, which diminishes the flexibility of the budget in the short term. 1 9 8 6 1 9 8 7 1 9 8 8 1 9 8 9 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2 2 0 0 3 2 0 0 4 nominal GDP Total revenues % Another characteristic of the Swiss federal budget which is related to its transfer character is the relatively large share of earmarked revenues (roughly a quarter of the budget). Important earmarked revenues include the revenuesharing parts of the income tax, the obligatory contributions from the revenues of the value-added tax, and the tax on mineral oils to the Railway Fund and road infrastructure. This restricts the flexibility of the budget process and may hamper allocative efficiency.
Consumptive expenditures, of which: 18
Personnel 9
Goods and services other than defense 6
Defense 3
Direct investment 1
Interest 8 
Annual budget process
This section outlines the major events in the annual budget formulation process in Switzerland. This process is subject to an organic budget law and its executive decree. These regulations prescribe, among other things, the accounts structure of the budget, the mode of application of the debt containment rule and the procedures for the ordinary and supplementary budget proposals, and the establishment of multi-annual estimates. The budget in Switzerland is not enacted as a (set of) formal laws as in many other OECD countries, but is a proposal sui generis to be approved by Parliament and defined by the constitution and the organic budget law. The most important federal taxes are the value-added tax, the income tax (with distinct regimes for private households and legal corporations), a tax on mineral oil, a stamp duty (on emission and transactions of bonds, equities and issuance of insurances), a withholding tax, a tobacco tax and customs duties.
In the recent past, revenue estimates have sometimes been considerably off the mark, mainly for the stamp duty and the withholding tax (interest income and dividends) due to erratic movements in the financial markets (see required to attain the budgetary targets. These subjects are discussed between the agencies and the FFA in the course of May and June. In this stage, the outlines of the budget are also discussed in meetings with the secretariesgeneral of the line departments (see Box 1).
Before the summer break end June, the Federal Council is informed about the progress with developing the budget and makes decisions about outstanding issues that have not been resolved at the administrative level. The room for manoeuvre at this stage is usually restricted, as 80% of expenditures is inflexible in the short run for legal reasons and contractual obligations. Even for the remaining 20% (mainly investments and material expenses) the margin of flexibility is usually small and amounts to a few hundred million Swiss francs.
When additional savings are necessary, the FFA follows by and large three strategies. It can try to identify itself the measures that are least painful to citizens and politicians; it can leave the decision of where to save to the departments; or it can propose cuts across the board. The first strategy usually raises the most resistance. If departments are to propose the cuts themselves, they tend to propose cuts that have a high probability of being reversed by Parliament. Cuts across the board have proved to be an effective and efficient instrument, if the necessary savings do not exceed a certain threshold amount.
In July and August, the agencies adjust their requests in accordance with the decisions of the Federal Council. At the end of August, the Federal Council receives an updated budget and financial plan. The Federal Council de facto decides on the budget, i.e. revenues and expenditures at the level of accounts (line items) in view of the requirements of the debt containment rule.
In September, the FFA prepares the budget proposal that will be submitted to Parliament. This proposal is made up of a report (on both a cash basis and an accrual basis) and budget line items with explanations and financial statistics. The FFA also prepares the financial plan, which contains multi-annual estimates for the three years following the next budget year and a comment regarding further development of expenditures in the various policy areas.
At the end of September or at the beginning of October, the Federal Council approves the budget message and the report on the financial plan and sends them to Parliament. Parliament has expressed its desire to receive the budget earlier. With the introduction of full accrual budgeting and accounting in 2007, Parliament has obliged the Federal Council to submit the budget one month earlier, i.e. at the end of August.
The Swiss budgeting system is quite input based. Performance measures and evaluations are generally not used in the budget process and are used only in a limited way in programme management. It is typically the line department that generates performance measures and performs evaluations.
It should be noted that in the last few years the Swiss federal budget formulation process has to a large extent been dominated by the necessity to find savings. This necessity had its roots in sluggish macroeconomic performance, Certain expenditures are not subject to this law, including interest payments, contributions to the social security and health care funds, the contribution to the Railway Fund, and the transfer of tax proceeds by virtue of tax-sharing systems. Since the introduction of the law, Parliament has each year imposed restrictions of 1% or 2% on all susceptible accounts or on specific groups of accounts. In this way, savings can be achieved of circa CHF 250 million. These cuts can be waived by the Federal Council in case of legal or contractual obligations towards recipients of benefits. The cuts can also be waived due to severe economic recessions but this must be approved by Parliament.
Financial planning
The chambers of the Swiss Parliament are elected for a period of four years. At the beginning of each legislative period, the Federal Council presents a report to Parliament on the main features of its policy. It looks back at the previous legislative period and provides a complete picture of the new tasks the Federal Council wants to undertake and the goals it wants to achieve. This report is accompanied by a financial plan for the legislative period which establishes targets for the main budgetary aggregates (total federal expenditures and revenues, deficit and debt development) from year to year.
The financial plan is updated from year to year in the annual budget process. Each year new projections are added at the end of the planning period to maintain a quadri-annual perspective (the budget year plus three subsequent years). The financial plan is the Federal Council's instrument to gain insight into the mid-term perspective. Parliament takes notice and its endorsement or rejection is not legally binding according to current legislation (ParlG).
During the annual budget formulation process, the planning numbers of the financial plan are the point of departure. However, in view of the requirements of the debt containment rule or in view of unexpected developments or new policy initiatives, the budgetary targets and multiannual estimates may already be changed at the beginning of the budget formulation process (i.e. in the guidelines sent out in March). In the course of the budget process further changes are likely.
In spite of this annual process of updating, the quadri-annual perspective is maintained from year to year. This implies that the agencies have to provide multi-annual estimates from year to year and that these estimates have to Although the financial plans and perspectives provide a certain degree of stability to the budget process, the annual revisions required by the debt containment rule may have an opposite effect. In an earlier OECD report, it was noted that the implementation of the debt containment rule was marked by errors in predicting the structural budget balance required for implementing the rule and that the inaccuracy of the structural balance estimates raises doubts about using this type of indicator as a guide for federal policy. Also, it has been noted that the rule leads to year-by-year fiscal management in view of the instability of estimates and the frequent revision of estimates once made. In this connection, a better incorporation of the rule in medium-term financial management has been recommended (OECD, 2004) . The changes in the revenue forecasting process that accompany the current implementation of the debt containment rule (see above) have yet to prove their effectiveness in reducing short-term volatility of expenditures and thus increasing stability in the future.
The question arises whether a better incorporation in medium-term financial management is possible while maintaining the rule as it is presently worded in the constitution and the organic budget law. In this respect, the approaches of the Netherlands, Sweden and the United Kingdom towards medium-term financial management may be relevant. These countries too aim for a zero balance over the economic cycle (in the United Kingdom, only current expenditure) or a gradual reduction of the structural deficit, but they avoid the annual adjustment of fiscal policy in the light of the most recent estimates of trend GDP or structural tax revenues. They rather determine a medium-term expenditure path on the basis of the expected medium-term GDP development which maintains the structural budget balance at zero, or gradually reduces the structural budget balance to zero, and then stick to that expenditure path for a number of years.
10 This policy has roughly the same stabilisation effects as the Swiss debt containment rule. At this point, general government liabilities in Switzerland are not a reason for concern, given that the relatively rapid growth is due, for a substantial part, to better accounting procedures, although a bias towards budget deficits has also emerged during the last decade.
The debt containment rule is respected by the major players in the Swiss budget process and has contributed to the control of the federal deficit.
However, the rule also has some problematic effects, the most important of which is that it tends to disturb the financial planning process through frequent adjustments of budgetary targets. This problem is avoided at the moment by using trend forecasts for the withholding tax. Short-term fluctuations that are not linked to the economic cycle are thus not represented in the forecast of these revenue components. This change in the revenue forecasting process has yet to prove its effectiveness in reducing short-term volatility of expenditures and thus increasing stability in the future. The Swiss authorities might consider further adjustments of the rule so that it becomes better integrated into the medium-term financial planning process.
The Swiss federal budget is largely a transfer budget. Moreover, it is characterised by a relatively high share of earmarked revenues. So far, the limitation of the growth of transfer expenditures has not been very effective.
The Swiss authorities might consider other ways to restrict the growth of subsidies, for instance the further integration of transfers in the system of revenue sharing with sub-national governments (cantons and municipalities). In order to increase the flexibility of the budget, the Swiss authorities might also consider possibilities for reducing the use of earmarked revenue.
The role of Parliament
The Swiss Parliament is, relative to other OECD countries, a powerful body regarding its potential effect on the budget process. This means that Parliament has full and unlimited amendment rights over the State budget as introduced, and has used this power in the past.
According to the federal constitution, all expenditures must be approved by both chambers of the Swiss Parliament. In general, Members of Parliament have full rights to amendments. Parliament's only constraint is the debt containment rule, which puts a cap on overall expenditure. Yet Parliament is free to make changes within this limit among the different policy areas. The sub-committee examination generally lasts a full day for each department.
The Swiss parliamentary budget process
The schedule is well known in advance to all participants in the budget process.
The sessions of all parliamentary committees, including the Finance
Committee and its sub-committees, are set in the spring (March-May) by the administrative offices of the two chambers. The Financial Delegation by contrast is free to set its own schedule as necessity dictates.
In December, after the work of the Finance Committees, the budget bill is sent to the full chambers for decision. What follows is a timed process. The budget bill is sent back and forth between the two chambers three times. Finally, if there are still differences between the two chambers, the budget is sent to a "reconciliation committee" comprising members from both chambers. If the two chambers cannot agree on a particular figure of a budgetary item, the lower figure counts. Thus, the procedure is set up to ensure a budget by the end of the year. In principle, though, in the case of extreme differences, Parliament has the option of sending the budget back to the Federal Council for revision. In practice, this has not happened. Individual rights and weak party discipline enhance the potential influence of Parliament in the budget process.
While parliamentarians have full rights to amend the budget, the reality is that not much is changed by the end of the process. Despite the large number of amendments that are submitted, one estimate is that there are perhaps 30 amendments per year passed by Parliament. Of these 30 amendments, most come in areas that are annually contested: foreign development assistance, agricultural policy, railroads, road infrastructure, defense and the like. This inability to substantially change the budget and reallocate spending is largely due to a number of factors including: the collective process of the Federal Council, general agreement on the role of the State in society, the debt containment rule (whereby being fiscally irresponsible is not politically feasible) and the fact that up to 80% of spending is entitlement spending or effectively outside the control of Parliament in the short run. On average, deviations between the budget proposal and the budget bill approved by Parliament amount to plus or minus CHF 250 million.
Parliament only approves the annual budget. There is no formal vote on the multi-year estimates known as the financial plan. There is the possibility of a motion, as was mentioned earlier, directing the Federal Council to take certain actions -either with respect to aggregate spending or specific budget functions. By and large, the debate on the budget is limited to single items of spending, and amendments to the budget are limited to minor items. There are no legal sanctions should Parliament not respect the fiscal rule enshrined in the constitution. There is no recourse for court action if Parliament There is an informal political limit on parliamentary budgetary action that limits the appetite for overspending. Practically, this means that any proposals for increased spending must be met with a proposed cut elsewhere. Moreover, proposed cuts in other functional areas are also difficult practically, further limiting the room for parliamentary action.
However, since all major parties are represented in the Federal Council, and the Federal Council acts by majority vote, it is more likely that the budget proposed by the government already reflects the priorities of a majority of parliamentarians.
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In general, there are two supplementary budget bills presented by the Federal Council each year. In principle, departments must try to compensate additional spending within their own budgets. If this is not possible, the supplemental request is decided by the Federal Council. After Federal Council approval, it is sent to the Finance Committee for review, which then passes it to the full Parliament for decision. There is also the possibility for Parliament to approve "additional credits" which are granted for new programme spending in the middle of the year. These bills are debated and amended like any normal bill.
Parliament also approves the financial accounts of government. In most countries this is a routine event with little discussion of the documents; after all, the spending has already occurred and there is no spending that can be called back. This is more or less true for Switzerland, except that it is a signalling device and the financial accounts receive a real hearing in Parliament. The most important example is the rejection of the accounts of the Federal Pension Fund in the 1990s. With the support of the Federal Audit Office, Parliament did not approve the final accounts of the Confederation's pension insurance (EVK) until changes were finally made to the accounting treatment of pension liabilities in 1997. 
The Finance Committees
The Finance Committees have three main functions: oversight of the budget process (including the long-term fiscal situation,) examination of the budget and supplemental spending, and reviews of the financial accounts of the State. It is the responsibility of the Finance Committees to put forth the annual budget law and any supplemental appropriation bills to the full Parliament. On the details of the budget, the work of the Committees is done in sub-committees following a rapporteur approach. The rapporteur writes the majority opinion of the sub-committee on the budget proposal. Individual members or groups of members may support different proposals or advice. These accompany the rapporteur's report.
The Financial Delegation
Because Parliament sits part time, there is a special Financial Delegation made up of members of the Council of States and the National Council. The Delegation meets through the year according to necessity, but at least once every two months. There are three members from each Finance Committee with the presidency of the Delegation changing every year. The Delegation is given special responsibilities to oversee and examine the totality of financial administration of the Confederation. This responsibility includes both the budget as well as execution and accounting of federal funds. The work plan of the Delegation is unlimited and is up to the decision of the Delegation. The Finance Committees can charge the Delegation with particular tasks related to the budget, or the Delegation can ask the full Committees to take up tasks as well.
The Financial Delegation is given special responsibility on behalf of Parliament to deal with emergency or special budget requests during the year. While there are formal supplemental laws during the year that are considered and debated in the usual method, the Delegation has the right to act on the behalf of Parliament and approve emergency appropriations with no ceiling on amounts granted. A vote is scheduled in Parliament to limit such emergency spending to CHF 250 million.
In addition, individual Members of Parliament must ask the Financial Delegation to request certain investigations or audits by the Federal Audit Office. It is the Financial Delegation that requests, receives and uses the audit reports. Approximately 10% of the work performed by the National Audit Office is based on requests from the Financial Delegation.
Secretariat
The Finance Committees and the Financial Delegation share a permanent secretariat. Administratively, the secretariat is attached to Parliament. Like the head of the Federal Audit Office, the head of the secretariat is named by the 
Conclusion
Switzerland's parliamentary budget process is performing very well. In many respects, this performance is due to a strong political consensus. While 
Accounting and auditing
Accounting
Accounting in Switzerland is regulated by public laws and regulations.
Because of the sovereignty of the cantons, federal laws do not apply and the cantons are free to develop their own rules and accounting systems. Even though each canton is different, it is fair to say that in general the cantons follow more private sector practices and operate more technically sophisticated systems than the federal level. The introduction of accruals in the federal budget and federal financial reporting will be adopted in law in The new system is designed to be closely aligned with the framework of international public sector accounting standards (IPSAS). There are some important deviations from IPSAS because of constitutional reasons -the constitution foresees a balanced budget on a cash basis -and for procedural reasons -the debt containment rule links expenditure to revenues.
Other deviations from IPSAS were made for practical reasons emanating from work done by a steering committee. For example, defense investments will not be capitalised according to long-standing political reasons and immediately written down to zero. A second example of a difference is that the balance sheet will distinguish between financial and administrative assets according to a Swiss solution that is shared between the central and local levels. Administrative assets are defined as assets that are designated to fulfil publicly fixed functions. Financial assets are assets that can be sold without legal or public obligation. Despite the decision to deviate from many of the IPSAS rules, each deviation will be described in the footnotes to the financial reports.
Auditing
The Swiss Federal Audit Office (SFAO) is the supreme financial supervisory organ of the Swiss Confederation. In its auditing activity it is bound only by the federal constitution and the law. It is not an independent parliamentary body like is the case in most OECD countries, but for administrative purposes the SFAO is assigned to the Federal Department of There are approximately 100 staff persons working for the SFAO. About 80% are analysts while the remaining 20% consist of administrative staff. Most analysts have backgrounds in auditing and accounting. The head of the SFAO is nominated by the Federal Council and approved by Parliament. The term of the director is six years with the possibility of unrestricted re-election; removal can only be for cases of material breach of duties. The director in turn is responsible for the appointment of the audit staff.
The annual audit programme is determined autonomously and submitted simultaneously to the Federal Council and the Parliament Financial Delegation. They do not approve it, but only take note. The official programme is annual; however, the SFAO also creates an internal four-year plan. In addition to the plan, there is flexibility to do unplanned audits during the year. The unplanned audits can be generated by both the Federal Council and Parliament. The SFAO can be assisted in its work by private firms or by contracting out altogether.
The SFAO is responsible for all federal spending including Swiss companies that are majority owned by the Confederation (like Swiss Federal Railways and Swisscom). In practice, the majority owned private companies are audited by private firms and the SFAO only does special audits.
After a report is finished, the findings (supported facts) and opinions (recommendations) are presented first to the concerned office. The findings are first presented orally, and then followed up with a written report. The office then responds in a written statement, and the audit report and response are sent to the Financial Delegation of Parliament (which is charged with general oversight of spending through the year). A summary of the report is also given to the head of the department concerned by the audit findings.
Normally, the audited office accepts the findings of the SFAO and makes the necessary changes. The SFAO can issue a binding directive in the case of regularity or legality problems. There are three levels of findings: binding, where the office must comply because of legality or regularity issues; discretional, where the correction is strongly urged; and recommendation, where the finding is a suggestion. The audited office must indicate who on its staff is responsible for implementing the audit report conclusions. The audit reports and recommendations are summarised and published in an annual report.
In 1994, the SFAO extended the audit function to include effectiveness and efficiency audits. Annually, the audit office conducts between six and eight efficiency evaluations which represent about 10% of the workload. The audit office has two main tasks where about 40% of the work is on accounting audits (more internal control checks) and 40% is on financial audits (in the wide sense) which include all the legality, regularity and performance audits.
The final 10% of the workload is taken up in assistance work for the Swiss Parliament. According to the new Article 170 of the federal constitution, it is required that the federal programmes also have to be audited with respect to performance. In application of a special law and decree, the Federal Council and the offices are held to examine the federal tasks in a periodic and systematic way on their necessity and their correspondence with the principles of administrative activities and leadership. The SFAO contributes to this requirement with its implementation of effectiveness and performance audits.
The SFAO shall monitor and conduct audits on how the cantons use the federal funding allotted to them (subsidies, loans, advances), provided such control is foreseen by a federal law or decree. In all other cases the SFAO may only examine the use of federal funds with the consent of the cantonal government concerned. As a rule of conduct the SFAO will work together with the cantonal auditing services to which it may delegate certain auditing assignments. The strategy of the SFAO also mentions leadership in auditing questions and permanent audit formation. The cantonal auditing services and the internal audit units can participate in the SFAO formations. Because of the independence of cantons, the federal government has no role in dictating processes and procedures. But the SFAO does initiate an annual meeting and different working groups and can make recommendations on practices.
Internal control
The internal audit units (inspectorates) of the federal administration, including those of the Federal Court and the enterprises and institutions of the government, shall be responsible for the control of the financial management in their domain. They shall be directly assigned to the managing director, although being autonomous and independent in the fulfilment of their control duties. The SFAO approves their rules and regulations, supervises the effectiveness of controls, and guarantees the co-ordination of the financial inspectorates. The SFAO is also responsible for the training and further education of the personnel of the financial inspectorates within the general federal administration. There are no general requirements for an internal audit; however larger programmes do run internal audits. Where they exist, these are most often set up at the request of the SFAO. A few departments, like defense, have inspectorates although they are not specifically for financial m at t e r s. Fo r e x am p le, th ey m a k e m a n ag e m e n t a n d pr og ram m e recommendations.
Financial relations between levels of government
The cantons and municipalities have their own tax and non-tax revenues, amounting to around CHF 105 billion (including shares in the federal taxes by virtue of the prevailing tax-sharing systems, mainly 30% of income tax revenue, 10% of the dividend and interest withholding tax and 12% of the tax on mineral oils). Cantons also receive a share in the profit of the Swiss Central Bank. In addition, they receive around CHF 10 billion in federal transfers.
14 There are some 50 transfers of this kind. More than 30 of them have an equalisation aim as well as the financing aim. These subsidies are in principle composed of a base rate and a rate that aims to compensate for differences in financial capacity. The financial capacity is assessed by means of an indicator which is based on various factors, one of which is inversely related to the actual fiscal sacrifice per inhabitant, relative to the federal average (so that a canton that already has a relatively high level of taxation per inhabitant is supposed to have low fiscal capacity) and another of which is the share of arable area (low in mountainous cantons). The cantonal and municipal shares in the federal taxes are also equalised by the indicator of financial capacity. However, equalising formulas differ between the various subsidies and cantonal shares of federal revenues.
Since the present system is considered as non-transparent, ineffective The present system is considered as non-transparent because equalisation takes place in more than 30 transfer laws and because transfers sometimes come from different federal departments or offices. Furthermore, the existing transfer laws often stem from a diffuse division of tasks between the Federation and the cantons. The present system is considered as ineffective because the differences in financial capacity between the cantons are equalised to a lesser degree than desired by the government and
Parliament. The present system is considered as inefficient because it contains incentives for the financially weaker cantons to increase taxation and to concentrate expenditures on tasks that are relatively more subsidised.
The new system, called Reform of Financial Equalisation and Redistribution of
Tasks between the Confederation and the Cantons, aims to solve or mitigate these problems through two levers: a new division of tasks between federal and cantonal governments, and a new equalisation system.
The new division of tasks aims at three goals: disentanglement of tasks and financing arrangements; more effective co-operation when tasks have to be shared; and more effective horizontal co-operation between the cantons. For the first goal, seven tasks have been identified that will be concentrated at the federal level, and a large number of tasks have been identified in the areas of social services, education, traffic and environment that will be concentrated at the cantonal level. For the second goal, 17 tasks have been identified where exclusive attribution to a single level of government is not desirable and where co-operation between federal and cantonal government remains necessary. In these areas, subsidies will be based on normative costs or budgets (not on costs of separate means of production) and multi-annual programmes. These programmes will specify targets for service levels that will be checked by the federal government. For the third goal, federal legislation will encourage co-operation. Presently, cantonal co-operation is voluntary. In the future, cantons will have to pay for services delivered by neighbouring cantons in exchange for rights of participation. The specific arrangements have to be laid down in separate treaties between the cantons concerned or in a general inter-cantonal treaty. At the request of a qualified majority of cantons concerned, Parliament will be able to impose inter-cantonal treaties on all cantons and to oblige individual cantons to accede to inter-cantonal treaties adopted by other cantons.
The new equalisation system will be separated from the current transfer laws and be managed as an independent transfer system. It is based on two principles: equalisation of revenue capacity and equalisation of service costs.
The objective of the equalisation of tax capacity is that the cantons with the lowest tax capacity will receive additional means so that their tax capacity after equalisation will be at least 85% of the average tax capacity per canton. This aim will be attained by an equalisation transfer that will be composed of a horizontal and a vertical component. The constitution states that the horizontal component has to be determined in such a way that it amounts to at least two-thirds but at most four-fifths of the vertical component. It appeared from model calculations for 2001/02 that under these conditions a horizontal equalisation transfer of around CHF 1.1 billion from the cantons with high tax capacity accompanied by a vertical equalisation transfer from the Federation of around CHF 1.6 billion would be required. The actual amounts of the vertical and horizontal components will have to be determined every four years by the Swiss Parliament in compliance with the proportional 2/3 to 4/5 band. In the next three years, the horizontal transfers will be increased by the relative growth of the tax capacity of the transferring cantons and the vertical transfers will be increased by the growth of the tax capacity of all cantons.
The tax equalisation system is based on a tax capacity index. This index is based on the tax base of the cantons, not on actual tax revenue. The tax base is computed from the taxable incomes and wealth of family households and the taxable profits of firms in the canton. In order to arrive at an index that is comparable with actual tax revenue, it is necessary to define a measure of average depletion of the tax base, namely: the sum of the tax revenues of all cantons and municipalities divided by the sum of all tax bases of the cantons.
This measure for 2002 is 31.5%. Tax capacity of an individual canton is subsequently defined as the average tax depletion rate times the tax base of the canton. This is the tax revenue the canton would receive if it would deplete its tax base at the average rate. This measure can be compared to actual tax revenue. It shows how much money the canton loses or wins by staying behind or exceeding the average depletion rate of its tax base. The index of tax capacity is the standardised tax capacity with an average of 100.
In order to arrive at the desired aim that the tax capacity of the canton with the lowest tax capacity after equalisation is above 85% of the average tax capacity, it became necessary to make the transfer to the receiving cantons The mountainous cantons and the cantons that comprise cities are confronted with relatively high service costs which they cannot avoid. In order to compensate for these costs, an equalisation mechanism for service capacity exists in addition to the one for tax capacity. The mechanism consists of two parts: a geographical-topographical and a socio-demographical equalisation mechanism. Geographical-topographical equalisation compensates for altitude (leading for instance to high costs for infrastructure), steepness (leading for instance to high costs for forest management) and low population density (leading for instance to high costs for infrastructure, education, and health services). Socio-demographical equalisation compensates for high costs caused by the population structure (social services related to poverty, old age and immigration) and for high costs caused by population and employment density (security services, traffic).
Service capacity equalisation is independent from factual costs: it compensates for the costs of potential services, regardless of whether these services are actually provided. In this respect it is fully comparable to the equalisation of tax capacity. Service capacity equalisation compensates only for the additional costs of a basic package of cantonal and municipal services, not for those services that cantons and municipalities choose to offer in addition to the basic package (for instance swimming pools or cultural services). Spillovers between cantons (for instance in higher education, law enforcement, the prison system, cultural services) are in principle not compensated via the equalisation of service costs but via inter-cantonal co-operation (see above). Since the costs of social services are concentrated in a few cantons, only seven cantons will receive this equalisation transfer.
The third indicator measures the high costs of police, law enforcement and traffic in cantons comprising large cities. It is composed of three partial indicators, one for the number of inhabitants, one for building density (number of inhabitants and jobs in relation to productive surface) and one for employment density (number of jobs in relation to population). Again the partial indicators are standardised and integrated with weights 25%, 37% and 28% respectively in the city indicator. This transfer too, is received only by cantons with above-average costs. Since the costs of large cities are even more concentrated than the costs of social services, only five cantons will receive this equalisation transfer.
In contrast to the tax capacity equalisation transfers, the service capacity equalisation transfers are financed exclusively by the Federation (there is no horizontal component). The size of the service capacity transfers is decided every four years by the Swiss Parliament. The size of each of the three transfers has to be decided separately. In the next three years, each of the three transfers is to be increased to compensate for inflation.
From model calculations for the year 2001/02, it appears that if the reforms had been introduced that year on the basis of budget neutrality (in comparison to the present system), the federal equalisation transfers would have consisted of 72.5% for the tax capacity transfer (the vertical component), 13.7% for the geographical-topographical service capacity transfer, 9.2% for the social services component of the socio-demographical service capacity transfer, and 4.6% for the large city component of the socio-demographical service capacity transfer. The shares of the vertical and horizontal components in the tax capacity equalisation transfer would have been 59%
(vertical) and 41% (horizontal). In order to achieve budget neutrality, the cantonal share of federal income taxes would have to have been reduced from 30% to 17%.
In order to avoid having certain cantons see their federal transfers diminish or grow less rapidly than intended as a consequence of the reforms, it will be necessary to introduce a temporary hardship transfer. The transfer is determined on the basis of an intended target of net benefits from the introduction of the reforms per canton. The intended target is dependent on the tax capacity index (a canton with a lower tax capacity before equalisation is supposed to benefit more). Cantons for which the target is not reached receive the hardship transfer. The transfer will be frozen for eight years and subsequently be reduced by 5% per year. Parliament can decide every four years to abolish the hardship transfer in the light of information about its effectiveness. The transfer will be paid from a cohesion fund which is Table 3 .
The reform of the transfer system is an impressive project. It is very large and complex and still seems to be well integrated and strongly co-ordinated by the responsible federal department. The design of the system is in accordance with modern principles of fiscal federalism. Equalisation, financing and compensation of spillovers are henceforth separated and independently manageable.
The equalisation system is based on tax capacity and service capacity and does not contain improper incentives to increase or decrease cantonal taxation or to increase or decrease cantonal service levels. The equalisation system fulfills a financing function as well as an equalisation function.
Financing covers a basic package of cantonal services, often prescribed in federal legislation. Financing through special transfers will henceforth be limited to cases where collaboration of the Federation and the cantons is required. Compensation of spillovers will take place through inter-cantonal treaties and not involve federal budgetary means. Economists have often emphasised that equalisation of tax capacity is largely a matter of allocative efficiency. Indeed, without such equalisation, the tax prices that households and firms pay for goods and services provided by sub-national governments would be dependent on the presence of other households and firms, particularly rich ones, in the area of the sub-national government. That would lead to price differences and spiraling effects of migration movements and additional price differences (Buchanan, 1950; Boadway and Flatters, 1982) . 16 This efficiency enhancing effect of tax capacity equalisation is stronger to the extent that the share of public goods in the budgets of sub-national government is larger (as opposed to private goods). This is the case because the tax price of private goods in more populous governments decreases only because of economies of scale, whereas the tax price of public goods in more populous governments also decreases because of the fact that costs do not increase but are shared by more taxpayers. In Switzerland, the share of public goods in cantonal budgets seems quite high (infrastructure, law enforcement, prison systems, public transport).
On the other hand, service capacity equalisation is a matter of solidarity between cantons. It also tends to harm allocative efficiency because it contains an incentive to steer productive activities towards regions where they cannot be carried out at minimal costs.
Although in the case of Switzerland it is entirely clear that the solidarity motive behind service capacity equalisation cannot be discarded and in a certain sense is a basic part of the constitutional set up of the Swiss Federation, it could nevertheless be sensible for the Swiss authorities to put more emphasis on the different allocative effects of the two types of equalisation while providing information to the public. This could in particular contribute to a relatively moderate development of the cost equalisation transfers in the future, or even a gradual reduction of these transfers.
Conclusion
Switzerland presently has a system of fiscal equalisation that is not transparent, not very effective and inefficient (wrong incentives). Therefore, it has undertaken an integral overhaul of the system. The introduction of the new system is an impressive project.
The design of the reforms is in accordance with modern principles of fiscal federalism. Equalisation, financing and compensation of spillovers are henceforth separated and independently manageable.
The equalisation system is based on tax capacity and service capacity and does not contain improper incentives to increase or decrease cantonal taxation or to increase or decrease cantonal service levels. Equalisation of tax capacity ensures that the tax capacity of each canton is at least 85% of the average cantonal tax capacity, and equalisation of service capacity ensures that cantons with exceptional costs because of geographical-topographical or socio-demographical circumstances are compensated.
In public information about the reforms, the Swiss authorities could emphasise somewhat more the distinct effects on allocative efficiency of equalisation of tax capacity on the one hand and of equalisation of service capacity on the other hand.
Notes
1. Switzerland is not part of the euro area, nor a member of the EU, but in calculating its deficit it excludes exceptional factors in the same manner as required by the rules of the European System of Accounts (ESA 95; see Eurostat, 1996) .
2. The highest in Europe apart from Norway that has substantial revenues from oil exploitation.
3. Each canton has one vote, except some small cantons which hold a half vote. In total there are 23 cantonal votes.
4. The value-added tax and the federal income tax are also limited in time. To keep these taxes in place they have to be approved periodically in referendums as well.
Presently the Federal Council consists of two Social Democrats, two Free
Democrats, one Christian Democrat, and two Swiss People Party representatives. The Federal Council is elected every four years. The presidency of the Federal Council changes every year among its members.
6. However, since 2002 the federal loans to the unemployment insurance system are managed outside the federal budget so that the automatic stabilisation effect of the unemployment compensation system is not impeded.
7. Until the revision of the method for the budget year 2004, the trendline was constructed not only from past realisations but also from forecasts for the budget year and the three subsequent years.
8. The adjustments were proposed by the Group of Economic Advisers of the Federal Finance Administration and entailed among other things the removal of the GDP forecasts from the data from which the trendline is estimated and the adjustment of the Hodrick-Prescott filter to make it less sensitive to short-term fluctuations. The forecasts were introduced to begin with because the Hodrick-Prescott filter makes the trendline relatively sensitive to end-of-period estimates and thereby reduces the size of the cyclical factor. By using forecasts, the budget year would be further removed from the end-of-period estimate. However, this overlooked the fact that nominal forecasts are generally revised in tandem with revision of the realisation estimate (because the estimated growth percentage is not changed on the occasion of the revision), so that the problem is enlarged rather than reduced. Moreover the Group of Economic Advisers concluded that GDP forecasts are generally not very accurate (usually held at 2% in the last 20 years). The end-ofperiod problem was therefore mitigated by the adjustment of the filter itself (Bruchez, 2003a) .
9. This fact is reflected by recent research to break down the deficit into three components: structural, cyclical and irregular non-cyclical (Bodmer and Geier, 2004) . However, it is questionable whether policy reform on the basis of this proposal could be made compatible with the constitutional formulation of the debt containment rule. Apart from that, it would complicate the rule and add to the subjective elements in its interpretation.
10. The main difference between the Dutch approach on the one hand and the British and Swedish approach on the other hand is that, in the Netherlands, the expenditure path is established at the beginning of a cabinet period and then remains fixed, whereas in the British and Swedish approach the expenditure ceilings are extended on a rolling basis (in the United Kingdom the planning cycle is biannual so that two new years are added at the end of the planning period every two years; in Sweden the planning cycle is annual so that one year is added at the end of the planning period every year).
11. However, in the United Kingdom the social security sector (the annually managed expenditures or AME) is exempted from the multi-annual expenditure ceiling and allowed to fluctuate. This strengthens the stabilisation effect and makes the fiscal rule anticyclical rather than acyclical. In Switzerland the unemployment insurance is exempted from the fiscal rule to the same effect.
12. One might pose the question of whether using trend GDP and structural revenue predictions instead of realisations is in accordance with the wording of the debt containment rule in the Swiss constitution. A relevant consideration in this respect may be that the budget by definition requires predictions or extrapolations because it is forward looking. The question thus hinges on how retrospectively observed deviations between predictions and realisations are taken into account. In the British, Dutch and Swedish approaches, such deviations have to lead to revisions of the GDP trend or structural revenues and adjustments of the expenditure path at the end of the planning period or in the next planning period, rather than in the next three years as required by the Swiss equalisation account mechanism.
13. Federal Council members are typically drawn from Parliament but they must resign their seat upon election to the Council. However, there is no requirement that Council members be parliamentarians.
14. In the Swiss budgetary terminology it is customary to make a distinction between subsidies that have the character of financial aid and those that have the character of indemnity. The first are given as an incitation for activities that cantons and municipalities have undertaken on their own initiative. The latter are given as a compensation for costs incurred by virtue of tasks prescribed by federal law.
15. The payment schedule cannot be made strongly progressive because that would violate the condition that the order of the cantonal tax capacities must not be changed before and after equalisation. If this condition is not imposed, cantons would no longer have an incentive to increase their tax base by attracting firms and family households.
16. There is a small difference between the equalisation of fiscal residuums as proposed by Buchanan and the equalisation of tax capacity as treated by Musgrave (1961) in that the former aims at equity at the individual level rather than at the sub-national level. In practice, both approaches are roughly identical.
